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Professor Ross Garnaut
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Level 2 1 Treasury Place
East Melbourne Victoria 3002
18 April 2008
Dear Professor Garnaut

ENERGY EFFICIENCY AND ITS PLACE IN AN EMISSIONS TRADING SCHEME
Please find attached a submission from Cool nrg Australia to the Garnaut Climate Change Review.

Cool nrg is a purpose driven, for profit, Australian company, committed to fast action on climate
change. We have delivered the largest energy saving light-bulb projects around the world and are
active in the UK, France, USA, China and Mexico.

My office has met with the staff of the Prime Minster, Ministers Wong, Garrett and Ferguson, their
respective departments, and Roger Wilkins — presenting our views on the opportunities in Australia
for mass scale, market driven energy efficiency.

This submission focuses on the challenge of transforming the potential gains from residential energy
efficiency into cost effective and equitable demand side greenhouse gas abatement.

Early Action Credits (EAC)
Residential energy efficiency rapidly and cost-effectively reduces emissions. But there’s a failure in
residential energy demand — households aren’t responding rationally to efficiency opportunities. An
ETS won’t correct this failure.

EAC offers a policy solution. It is the only opportunity for immediate residential ‘demand side’
abatement. And it assists an ETS by lowering the average cost of abatement in meeting 2020 targets.
Without EAC there will be no emission reduction activity until after an ETS in mid 2010.

With electricity generators calling for free allocation of permits, EAC creates cheap credits that
become permits under an ETS. The scheme also creates real households savings, lessening the impact
of rising electricity prices — especially for low-income families.

I look forward to talking to you about this currently understated policy solution to climate change —
and the opportunity residential energy efficiency presents for real emission reductions now.

Yours sincerely

™S A( 3

Nic Frances, MBE
Chairman, Cool nrg
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Introducing Cool nrg

Cool nrg International Pty Ltd (Cool nrg) is a purpose driven, for profit enterprise that
cuts residential CO, emissions through rapid, large-scale energy efficiency programs.

Cool nrg is led by Executive Chairman Nic Frances, MBE and board members Paul
Ostling (former global executive Ernst & Young), Matthew Slatter (former CEO
Tabcorp) and Andrew Laing (former Director of Finance, BP Asia).

Cool nrg has offices in Melbourne, San Francisco, Mexico City, Beijing and London.
Cool nrg delivers high profile climate action campaigns that result in significant
environmental, social and economic outcomes.

We are currently focused on the mass distribution of free energy efficient light bulbs.

If incandescent bulbs are replaced in every house worldwide, global electricity use
will drop by 5% equivalent to cutting 400 Mt of CO, each year.

ACHIEVEMENTS TO DATE

The Great British Light Switch

In January 2008 Cool nrg partnered with the Sun Newspaper and Scottish & Southern
Energy in the world’s largest energy-efficient light bulb campaign. Endorsed by
Prime Minister Gordon Brown, Cool nrg:

- Distributed 4.5 million energy-efficient bulbs in one day
- Cut 390,000 t CO;
- Saved consumers £20 million off energy bills

Change the Globe

In February 2008 Cool nrg partnered with the Victorian Government, the Herald Sun
Newspaper and Bunnings Warehouse in Victoria’s largest energy-efficient light bulb
campaign. Launched by Premier Brumby Cool nrg:

- Distributed 500,000 energy-efficient bulbs in one week
- Cut 300,000 t CO,

- Saved consumers $40 million off energy bills

Cool nrg is developing further projects in China, Mexico, Europe and the US.



Key Judgments

1. While energy efficiency gains are well known, there’s a failure in delivering
‘demand side’ gains in the residential sector.

2. A national Emissions Trading Scheme (ETS) won’t adequately correct his
failure.

3. Federal policy allowing market-based price incentives for residential energy
efficiency can deliver significant abatement — and make energy efficiency a
pillar of Australia’s climate change strategy.

4. An Early Action Credits (EAC) scheme before an ETS, offers the best policy
solution. EAC:

- creates cost effective credits that are converted into ETS permits and
offers a policy resolution to calls for free allocated permits

- overcomes many existing barriers to residential energy efficiency and
creates mass scale action and consumer change

- supports an ETS by providing liquidity, lowering the average cost of
abatement and addressing important equity concerns

5. Action on residential energy efficiency should continue after the
commencement of an ETS with a national ‘white certificate’ trading scheme.

Scope of Submission

This submission focuses on residential energy efficiency. It stems from the discussion
of energy efficiency in the Garnaut Review paper: ‘Emissions Trading Scheme:
Discussions Paper March 2008’; and in particular the following statements:

‘Energy efficiency is a market failure ... [E]ffective measures in this area can reduce
the price of permits and the pressures for structural change.’ (p. 6)

‘Analysis may identify market failures in adjustment, particularly in relation to the
supply of [energy efficiency] information that can justify complementary government
action.” (p. 52)



Key Judgment 1

Residential Energy efficiency gains are well known

Much of the climate change debate is focused on long-term energy supply solutions.
These are important. But a large-scale market transformation in residential energy
efficiency presents the most viable short-term solution.

The global, regional and national opportunities for greenhouse gas (GHG) abatement
through energy efficiency are well known. Many of these opportunities can be
realised at zero or negative cost — specifically in the residential sector.'

Globally
The IPCC states that cost effective energy efficiency improvements could contribute
to half the world’s potential emission reductions by 2020.%

Particular to residential energy efficiency, the Vattanfall Climate map and the

McKinsey Global Institute 2008 report identify large opportunities for residential
. 3

savings.

Europe

The EC estimates energy savings from meeting the current 9% energy efficiency
target from 2008- 2016 would avoid emissions of 275 Mt CO,. That trend by 2020
would reduce emissions by 4.6% compared to 1990 levels.*

In the UK households account for 42 Mt or 28% of all CO, emissions. Energy
efficiency from this sector will save 9 Mt CO, by 2020 under current policies.’

Australia

Australian studies have consistently identified opportunities to reduce energy demand
and GHG gas emissions through a range of efficiency measures. Lighting, insulation
improvements and water heating are all modeled at significant negative cost of
abatement per tCO, —e.

The Sustainability Centre, for example, has modeled total emissions of 702 Mt CO; as
Business as Usual to 2020. A substantial ‘wedge’ of emission reduction can be
achieved from residential energy efficiency: 36 Mt CO, — or 16% of total emission
reductions based on a reduction to 480 Mt CO,. °

Particular to residential lighting, the Federal Department of Environment estimates
that lighting presents around 12% of Australian household GHG emissions. Energy
efficient lighting would save 4 terawatt hours of electricity — the equivalent to
decommissioning one of Australia’s smaller coal-fired power stations and 4 million
tones of GHG emissions.’

The McKinsey Cost curve for energy efficiency abatement in Australia concluded that
a reduction to 320 Mt CO; per year until 2020 is achievable with 25% from energy
efficiency.



Key Judgment 2

But there is a failure in the residential energy efficiency sector

Despite the cost effective potential of residential energy efficiency against rising
electricity prices, the market is not delivering these gains. Barriers include:

- Financial: price of efficient appliances and measures, hidden transaction costs
related to distribution and installation

- Information: the perceived cost, imperfect information, lack of attention and
priority, no knowledge of electricity pricing, knowledge of pay back periods

- Structural impediments: training and accreditation of tradesman to install
energy efficiency appliances, availability of efficiency appliances

- Behavioral and organizational factors: economic irrationality in decision
making, low priority of energy efficiency savings, energy efficiency gains
offset by using more electricity: rebound effect

- Split incentives: renters installing energy efficiency measures in leased
premises and departing before pay-back periods realised: 26% of Australians
rent from a private landlord or from a state or territory housing authority®

These barriers are well known and often repeated — including in the Garnaut Climate
Change Review, ‘Issues Paper 5: Transport, Planning and the Built Environment.’

But they are not insurmountable — and many are less challenging than barriers to
implementing national carbon trading. Appendix 1 provides a summary of the barriers
to energy efficiency and the ability of ESCOs and/or markets to correct them.

Some barriers represent a failure in the energy efficiency market; others represent
challenges that can be addressed by energy suppliers or energy service companies
(ESCOs). But even where suppliers and ESCOs are able to overcome some barriers,
the incentive to do so depends on government policy.

Behavioral barriers are more difficult to gauge and may be part of the root causes of
lower than expected uptake of measures. Many can be overcome by setting a market-
based price for residential energy efficiency.

The UK Energy Efficiency Commitment (EEC), for example, has demonstrated that
financial incentives can overcome many barriers and stimulate an uptake in
households of energy efficiency measures. The expected savings from EEC by 2020
(across its three phases) is 5.6 Mt CO, and 78 TWh according to the UK Defra.’

In Australia, the NSW Greenhouse Gas Abatement Scheme (GGAS) illustrated the
importance of policy in allowing the market to commercially deliver the full value of
energy savings to households.

Table 1 summaries a Cool nrg analysis of NSW GGAS given the experience of the
board and many staff working with Easy Being Green at the time. Easy Being Green



was accredited to distribute energy efficiency lights bulbs (CFLs) and water savings
showerheads.

A full analysis by Cool nrg of NSW GGAS can be found at:
<http://www.coolnrg.com/downloads/NSW%?20Case%20Study.pdf>

Table 1 NSW GGAS: Breaking down the barriers to Energy Efficiency

Barrier NSW GGAS

Financial - 900% increase in 6 CFLs and 1 showerhead ‘climate change pack’ uptake when given away rather than
sold at heavily discounted $5
- Carbon credit value of CFLs greater than globe cost makes giveaway commercially attractive

Information - Educational information included with giveaway
- Engaged directly with consumer through newspaper partnership, front page ads, radio marketing, web
sites and editorial campaign

Structural - Distributed through shopping centers, door to door sales, community groups, post
- Deep market penetration achieved: 3 million CFLS and 340,000 showerheads to 500,000 homes free of
charge: cut 3.2 Mt CO,
- GGAS Total Abatement: 40.2 Mt CO,-e

Behavioral - NewsPoll surveys after giveaway found that 75% of customers now more likely to take other actions to
save energy and water
- High installation rates of CFLs (+80%)

Split - Overcome by giving away CFLs and water savings showerheads

incentives

Rebound - Rebound effect marginal in total savings of 10 Mt CO, from demand side abatement

- Rebound a greater problem in developing countries where efficiency gains are eroded by unleashing
suppressed demand




Key judgment 3

An ETS won’t correct the failure in energy efficiency

Consumers do not make rational energy efficiency investments — even when
presented with clearly cost effective options. Nor is the future value of energy savings
a high priority in household spending decisions.

This economic irrationality by consumers can be conceptualized within the theory of
the price elasticity of demand. Elasticity of demand in energy efficiency is driven by
consumer choice, the availability of good quality substitutes, the proportion of
household income the good represents and the savings made compared to the required
effort.

These factors can be applied to an analysis of how a carbon price under an ETS will
increase electricity prices and influence residential energy efficiency choices.

Table 2 itemizes an Australian household energy bill and factors in a range of carbon
prices under an ETS: $10, $20 and $45. The modeled household energy bills use a 1
ton CO; to 1 MWh pool coefficient. Figures are nationwide approximates and would
vary as tariff price regulations are set by the respective State Essential Services
Commission and independent bodies.

Table 3 calculates the cost increase on the Australian electricity bill from an ETS.
[llustrating the benefit of residential energy efficiency, Table 2 and 3 show that:

Electricity prices will rise 6% with a carbon price of $10
Electricity prices will rise 11% with a carbon price of $25
Electricity prices will rise 22% with a carbon price of $45

Based on an annual Australian electricity bill of $1,050 a:

$10 carbon price will add $98 a year to total bill
$25 carbon price will add $182 a year to total bill
$45 carbon price will add $371 a year to total bill

An increase in electricity prices will bring energy use into sharper focus. But energy
efficiency will only become progressively favorable at these prices. A carbon price
and the shown increases won’t drive mass scale, effective, or equitable energy
efficiency.

As the Cool nrg modeling suggests the increase in residential electricity prices under
an ETS will be both ineffective and inequitable. The price rise will not be high
enough to drive any effective, mass scale residential energy efficiency. But low-
income households — who spend more as a proportion of their total income on energy
—won’t be able to afford the extra costs in paying power bills.
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Table 2 Typical NEM Residential Customers Electricity Bill (approximate)

2010 With 2010 With 2010 With
Current % of |Carbon at |% of total |Carbon at |% of total [Carbon at |% of total
Price total bill |$10 bill $20 bill $45 bill
Wholesale Energy Cost
Electricity (incl hedging cost, pool
exposure) ($/MWh) 55 55 55 55
Carbin Price ($/MWh) 0 10 20 45
Pass Through of Carbon Price by
Generators %* 100% 100% 100%
Resultant Carbon Price Pass Through
($/MWh) 0 10 20 45
Total Wholesale Energy Cost 55 37 65 40 75 43 100 49
Network Use Of System Charges
Distribution ($/MWh) 57 38 59 36 59 33 59 29
Transmission ($/MWh) 15 10 15 9 15 9 15 8
Other Costs - RECs, NGACs, Greenpower
etc 8 5 9 5 9 5 9 4
Retail Margin 15 10 16 10 18 10 20 10
Total ($/MWh) 150 164 176 203
Total (¢/kWh) 15 16.4 17.6 20.3
Carbon Price as a % of Total Electricity
Bill 0 6 11 22
Table 3 Cost increase on Australian electricity bill under an ETS
Carbon price under ETS $0 $10 $20 $45
Additional % on electricity bill 0 6 11 22
from Carbon Price
Total ¢/kWh under ETS 15 16.4 17.6 20.3
Total Electricity Bill $1,050 $1,148 $1,232 $1,421
(7 MWh /year average)
Carbon Price increase 0 $98.00 $182.00 $371.00
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Key Judgment 4

Energy efficiency should be a pillar of Australia’s emissions reduction
strategy

In the UK energy efficiency is a key component of the government’s 2050 strategy of
reducing emissions by 60%.

In Australia energy efficiency policy is currently ‘complementary’ to an ETS. Such a
stance will not overcome the aforementioned barriers. But making energy efficiency a
pillar of Australia’s climate change policy will — and this requires a move to a market-
based scheme.

At present a range of programs, regulations and subsidies drive energy efficiency in
Australia. The Prime Ministerial Task Group on Emission Trading, ‘The Report of the
Task Group on Emission Trading’ (May 2007) lists the major residential (and
commercial) energy efficiency measures: the Greenhouse Challenge Plus Program,;
Energy Efficiency standards for residential and commercial buildings; National
Appliance and Energy Efficiency Program; and NSW GGAS. The total estimated cost
of abatement by 2010 is 32.7 3 Mt CO; for all these programs.

Regulations are important in setting minimum performance standards and license
conditions. But regulatory measures have limitations. They have to be sustained for a
genuine market transformation. The need to readjust regulatory measures and monitor
compliance adds costs. Regulations are not sufficient to elicit the necessary scale of
investment and behavioral responses required to generate significant GHG abatement
(Box 1).

Grants and subsidies are important in filling immediate financial gaps and
overcoming price barriers to energy efficiency. However there is little sustainability
in uptake once a grant program finishes. And grants frequently only benefit those
motivated, financially able and sufficiently informed to act.

Importantly, a policy that creates market based incentives for energy savings is
additional to existing energy efficiency activities set by minimum energy performance
regulations and grants.
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Box 1 The MEPS bulb phase out: A better way?

The implementation of a Minimum Energy Performance Standard (MEPS) by the
Australian Government requires all incandescent light globes and CFLs imported
after 1 October 2008 to have an efficiency level of at least 15 lumens per Watt.

Existing stocks of lower-performing light globes may still be sold until 1 October
2009. The MEPS necessitates phasing out incandescent light bulbs.

But until 1 October 2009 there will be no action affecting incandescent bulbs sales.
And even after 1 October 2009, under a business as usual scenario incandescent bulbs
will only to be replaced when they fail — and if householders don’t store spare
incandescents.

So the mandatory incandescent phase out is likely to take effect gradually and over a
sustained period, having a negligible effect on consumer behavior or energy
efficiency awareness. Nor will it deliver a rapid, market transformation — or protect
low-income households against the requirement to buy more highly priced light bulbs.
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Key Judgment 5

Policy allowing market-based interventions can deliver ‘demand side’
savings

The energy efficiency market is currently too commercially risky for private
investors. But private investors are central to market development. Government

policy is important in bridging this gap and creating conditions attractive for market
entrants.

There is no substitute for market mechanisms in moving consumers towards energy
efficiency choices (Box 2). With the correct policy, energy efficiency can generate
immediate GHG abatement with existing technology — and provide capital for the
nascent Australian ESCO industry. While government policy frames the scale or
delivery of the energy efficiency action market forces determine the method of
delivering these savings and energy efficiency activities.

Box 2 Mass scale energy efficiency campaigns: Lessons from the UK ECC

The UK Energy Efficiency Commitment (EEC), now called Carbon Emission
Reduction Commitment (CERT), show how government policy can stimulate market
action in energy efficiency — and be run concurrently with an ETS.

EEC is an obligation on energy retailers to deliver residential energy efficiency — but
with flexibility of delivery. The focus in on one outcome: cost effective reductions in
residential energy use and GHG emissions.

EEC’s success can be attributed to putting obligations on a limited number of energy
suppliers instead of numerous end users, as well as making management of the system
simple. And the calculation of energy savings has been relatively easy because the
measures have focused on insulation, heating, appliances and lighting.

The EEC also targets fuel poverty and equity issues stemming from rising electricity
prices. Under EEC, half of the energy savings from suppliers went to the 35% of
households on means tested disability benefits or tax credits. The weighting has now
changed so that 40% of the benefits go to 40% of households who are on these
benefits or are over 70.

In January 2008 Cool nrg worked under EEC to partner with the Sun Newspaper and
Scottish & Southern Energy to deliver the world’s largest energy-efficient light bulb
campaign.

Endorsed by Prime Minister Gordon Brown, Cool nrg distributed 4.5 million CFLs in
one day; cutting 390,000 tCO;; and saving consumers £20 million per year off energy
bills.
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Key Judgment 6

Make energy efficiency a pillar of Australia’s emissions reduction
strategy through an Early Action Credits (EAC) scheme before an ETS

EAC realises the opportunity of residential energy efficiency savings
An EAC scheme is the only opportunity for immediate and cost effective residential
‘demand side’ abatement.

The ETS will focus on ‘supply side’ reductions from power generators. And due to
double counting the ETS will not cover ‘demand side’ residential energy efficiency.
So a carbon price under an ETS will need to be very high and significantly increase
electricity prices to force household energy reductions. The necessary high prices will
create inequitable cost pressures for many low-income households.

There will be no action to reduce emissions until an ETS commences in mid 2010
There is a perverse incentive for ETS participants to defer any abatement activities
until trading commences. This lack of pricing signals and incentives is already stalling
the forward selling of electricity contracts. Further the lack of certainty is impacting
on investment decisions surrounding energy assets. And as the EU ETS demonstrated,
little significant emission cuts are likely in the first years of a trading scheme.

EAC assists the successful introduction of an ETS

An arc that allows emissions under an ETS to climb with a steeper reduction later in
time has been suggested. But this depends on the development of low emissions
technology such as Carbon Capture and Storage becoming viable and providing
cheaper abatement in the future. The problem with this approach is that a higher
volume of abatement is required over time. By contrast, demand side EAC provides
cheap abatement prior to the commencement of trading that lowers the average cost of
abatement under an ETS (See Appendix 3 Graphs 1 and 2).

The introduction of an ETS in Australian creates a ‘step’ change in how Australian
business operates and invests in a new and uncertain market. Providing liquidity in
the form of early action credits that become permits provides a gradual introduction to
this new market.

EAC also helps resolve the permit allocation debate. With electricity generators
calling for free permits, EAC creates cheap credits that become permits under an ETS.
This creates liquidity and a carbon price signal before 2010. Importantly, EAC
doesn’t grant electricity generators complete protection and makes auctioning permits
more feasible.

EAC isn’t a big regulatory impost

Greenhouse Friendly accreditation standards and administrative frameworks can be
used. Greenhouse Friendly has established methodologies for quantifying abatement,
as well as issuing and tracking credits.
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Additionality

Abatement attribution is based on the contribution the activity has over and above
what would have happened in its absence. This requires baselines for household
energy consumption and rules for additionality. EAC activities must provide
additional emission reductions compared with a business as usual scenario. In
Australia, the additionality of all Greenhouse Friendly approved projects must be
independently verified.

Double Counting

To maintain the integrity of emission allowances for both an ETS and an EAC
scheme, double counting of emissions between the two schemes must be avoided.
This requires clearly identifying the emission reduction that can be attributable to
these activities and the limits regarding reductions that are claimed.

Greenhouse Friendly energy efficiency accreditation quantifies emission reductions
‘up front’ allowing easy quantification of allowances to ‘set aside’ from the electricity
generator permit pool in advance of ETS commencing in mid-2010.

Several international precedents exist that deal with double counting, including:

The JI model

The linking directive under the Kyoto Protocol Joint Implementation (JI) guidelines
provides one model. Credits from any project affecting directly the emissions of an
installation covered under the ETS needs to be compensated by the cancellation of an
equal number of allowances by the operator of that installation. An equal amount of
allowances under the national ETS cap must also be cancelled. (See Appendix 2 JI
Double Counting — Joint Implementation: ‘The Romanian Model’'’)

USA — EPA NOx Trading model

Seven US states have established Renewable Energy/Energy Efficiency (RE/EE) ‘set
asides’ whereby allowances are given to project developers/implementers who reduce
emissions.

Allowances are set-aside in anticipation of the implementation of RE/EE projects.
The US EPA recommends 5-15% of NOx cap be set aside for RE/EE projects.
Projects obtain allowances and trade them to emitters thereby obtaining the reward for
emission reductions.

EAC creates real households savings

Scarcity in the energy market will not drive energy efficiency gains because future
demand and supply will remain largely unchanged out to 2020. Australian households
will continue to grow and demand energy, and existing power plants will continue to
largely meet this demand. An ETS will not fundamentally change these supply and
demand levers in the next decade.

So in the short term — the next few years — there is likely to be a congruence of factors
that will present a politically sensitive challenge to Government. These factors
include rising household power prices; population growth increasing power demand;
and continued calls for compensation from power generators that are providing an
essential and ‘expected’ service to consumers.
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The cost of permits under an ETS will result in higher electricity prices. Free
allocation will not prevent this. Regardless of how allowances are distributed, the cost
of meeting an emission trajectory target will be borne by consumers. Energy
efficiency through EAC lessens the impact of rising electricity prices, especially for
low-income families.

The Brotherhood of St Laurence claims that pricing carbon at $25 per tone would add
2.5% to the weekly cost of living to the poorest households and potentially push
another 266,000 households below the poverty line (as defined of 50% of the median
. 11

income).

As discussed earlier, Cool nrg has modeled price rises for an annual Australian
electricity bill of $1,050 based on $10, $25 and $45 carbon prices.

Table 4 shows the amount that can be recouped from higher electricity bills by
installing 6 CFLs and a low flow showerhead.

Table 4 Cost increase on Australian electricity bill from ETS and CFL/
Showerhead savings

Carbon price under ETS $0 $10 $20 $45
Additional % on electricity | 0 6 11 22
bill from Carbon Price
Total ¢/kWh under ETS 15 16.4 17.6 20.3
Total Electricity Bill $1,050 $1,148 $1,232 $1,421
(7 MWh /year)
Price increase 0 $98 $182 $371
Yearly savings from 6
CFLs and 1 showerhead $151 $156 $160 $170
% CFLs recoups off
electricity price increase

0 160% 88% 46%
6 CFLs and Showerhead:
Life time savings $1188 $1222 $1252 $1331

EAC potential before an ETS
Cool nrg modelling suggests the quantity of abatement available through simply
retrofitting of households with 6 CFLs and 1 low-flow showerhead would results in
emissions reductions of in excess of 65 Mt CO, over ten years.* This would save

100,000 Mega Litres of water every year.

If Greenhouse Friendly accredited EACs were recognised under the ETS, a significant
proportion of the aforementioned energy efficiency activity would be implemented.

Not only would such action provide an early price signal to emitters, improved
liquidity and reduce the average cost of abatement during an ETS — it would also save

households some $7 billion over ten years.
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Without EAC this rapid, low cost and demand side emission reductions will not be
realised.

* Excluding NSW/ACT due to GGAS activities, and TAS due to low emission factor.
# Showerheads save 20,000 litres per year (Sydney Water)
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Key Judgment 7

Action on residential energy efficiency should continue after the
commencement of an ETS with a national ‘white certificate’ trading
scheme

An EAC scheme can abate the ‘low hanging’ fruit of residential energy efficiency.
But longer terms gains in household energy savings require a market price to provide
an incentive for commercial, mass scale and transformative action. The best policy
approach is a white certificate trading system. '

A white certificate trading scheme is market based but requires strong regulation to
function. There are varieties of state, regional and national schemes operating and
soon to start in developed countries. In Europe the policy framework for white
certificate trading is framed by the Energy Services Directive and has already been
implemented in Italy and France. The manner of white certificate trading differs from
country to country in Europe — but importantly all run concurrently with the EU ETS.

In Australia, the Victorian and South Australian governments are introducing forms
of a white certificate scheme in 2009. NSW GGAS was established in 2003. In order
to reduce the administrative cost and complexity of sate-based tradable white
certificate schemes, Cool nrg recommends the introduction of a harmonized, national
white certificate-trading scheme based on a national energy efficiency target.

Such a scheme could be funded in part by revenue from auctioned ETS permits.
Revenue from permits could also be used to fund an Australian agency that
administers the energy efficiency market — akin to the UK Energy Saving Trust and
the Carbon Saving Trust. This is a more efficient use of money than providing straight
compensation to households for rising energy rises through tax cuts.
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Appendix 1 The market and ESCO ability to address energy efficiency barriers

Can Energy
Suppliers/
ESCOs Market
Barrier Address? Failure? Comments
1. Financial Yes Mo Anyone can subsidise consumers
- Up-front costs Yes ko Via subsidies.
- Interest rates [ acoess to capital Wes Probably not  Via low-interest loans or cther instrumenis / offerings
- Loww cost of enengy relative to other costs ko Mo Only a market failure to the extent that 2.g. full social costs of
carbon are nat incuded
2. Hidden Costs Partially Partially
- Search costs for reputable suppliers Yes Paossibly Economies of scale and technical expertise provide an advaniage
- Minimise disruption Possibhy Paossibly Via quality control over suppliers
- Hidden costs of "behavioural® measures Mo Mo mieasures, but are unlikely 1o know speciic valuation of warmith,
lighting, elc. Morecwer, *DIY" adopters mere likely to have self-
motivation.
3. Lack of Informaticn Partially Partially Fublic gocd aspects may merit subsidy for basic research
- |gantification of best-oractics es Yes Large-scale bia's with results shared publichy; justification for
qgowernment co-funding.
- Overall energy costs Yes Probably not  Improved and more frequent metering and billing
- ltemised enargy costs No Probably not - Technically feasible but unlikely to warrant added cost at present
- |mentification of possinke measunes Yes ko In the aggreate. and possibly for “similar® customers
- |dentify household-specific measures Possibhy Mo Im some cases costs to suppliers may be higher, since households
(2. via energy audit) may e in a Detter positicn 1o identfy measures themsekes—for
example, whather they have cawity wall or loft insulation, etc.
- Lack of trust in suppiers Paossibly Mo ‘Via improved customer service and relationship management—
difficult if reducing cost-to-senve is a primary business driver
4. Risks and Uncertainty Partially Partially
- Enargy prices and potential savings Yesg Mo Via fixed-price or other forms of contract
- Technical risks Possibly Mo Yia service guarantees {some already offer service contracts)
- Oiption value of waiting ho? Mo
- Length of tenure ho Yes Entirely up to househaold; mitigated by greater transparenay of
building performance
5. Poorly Aligned Incentives Partially Yes Scme potential for mew build
- Landlord-tenant No Yes Only insofar as they provide actual buldng performance
- Large-scale {new} building supgly chain Possibly Yes ESCOs could be invelved in design / management of energy for
niew buildings—but would require greater acceptance of new
- Smal building contractor supoly chain ko Yes benefit?
- VAT levels hio Yes
- Other extemalities ho fes Altrough voluntany “green” precucts ane a possibility.
&. Peychological / Sociological Partially MNiA Mot clear that supplier f ESCO strength is in influencing
- Imertia ! lack of swareness. Possibhy hiA ‘ia tariff incentive schemes and publicity, but cument evidencs is
lirmited.
- Cultural shift o (Y An upward struggle to make energy efficiency into an attractive
consumer “lifestvie” issue.
7. Regulatory No MNiA Under government / regulator control
- 2B-day rule Mo (Y Dwoes not appear o be necessary or sufficient to encourage
expanded "Enengy Servicas" shie offerings.
- Unioundling of ransmission and distriouton. Mo MiA

Source: Evaluation of Supplier Obligation Policy Options, February 2007
http.//www.berr.gov.uk/files/file38976.pdf
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Appendix 2 JI Double Counting — Joint Implementation: ‘The Romanian Model’

Romania has already approved several Joint Implementation project and intends to
host JI projects in the future. See the National Strategy on Climate Change (adopted
2005).

To avoid double counting of emissions reduction from JI projects, Romania establish
a JI reserve. The methodology when establishing the reserve includes:

The European Commission intends to publish guidance on avoiding double
accounting emissions reductions that result from Joint Implementation (JI) projects.

In calculating the JI reserve, Romania has distinguished between direct JI and indirect
JI. Direct JI refers to installations covered by the Directive that host JI projects that
result in emissions reduction at the installation itself.

Indirect JI refers to JI projects taking place outside the EU ETS but indirectly
affecting covered installations under the EU ETS and are those JI projects, which
have effect on the emission reductions from the national grid (it has been taken into
account only for 2008-2012 period). ERUs can only be produced in the period 2008-
2012. A JI reserve, therefore, has only been established for Phase II.

Direct JI

The direct JI reserve is estimated on the basis of the inventory direct JI projects that
have already obtained an endorsement or an approval by the Romanian Government,
or that have submitted a Project Idea Note (PIN) for endorsement.

For each installation the expected number of ERUs that shall be produced in the
period 2008-2012 is estimated.

Indirect JI reserve

The indirect JI reserve is calculated on the basis of the inventory of indirect JI projects
that have been endorsed or approved by Romania, or that have submitted a PIN for
endorsement.

The indirect emissions reduction resulting from these projects are estimated.

The indirect JI reserve is subtracted from the total amount of allowances allocated to
the energy sector. At the moment the monitored indirect emission reduction from the
JI project have been verified, the same amount of allowances from the indirect JI
reserve is cancelled.

Disposal of surplus allowances
For the period 2008-2012, any remainder in the indirect JI project reserve shall be
auctioned.

Source: Ministry of Environment, Water Management, ‘Romanian National Allocation for
2007 and 2008-2012° (December 2006)
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